Joint Evaluation of the Federal Financial
Institutions Examination Council

0IG-02-099 June 21, 2002

Office of Inspector General

* kK KX XK

The Department of the Treasury




DEPARTMENT OF THE TREASURY
WASHINGTON, D.C. 20220

OFFICE OF
INSPECTOR GEMERAL

June 21, 2002

MEMORANDUM FOR JAMES E. GILLERAN, DIRECTOR
OFFICE OF THRIFT SUPERVISION

FROM: Donald R. Kas&al<x3°ngﬁL_@~:x\

National Director, Banking and Fiscal Service

SUBJECT : Final Report - Joint Evaluation of the
Federal Financial Institutions Examination
Council (0IG-02-099)

Attached is the subject final report. We performed this
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conclusions drawn from this review showed that the Council
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forward.

The comments you provided are incorporated, in part, in the
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The Honorable Donald E. Powell, Chairman
Federal Fimancial Institutions Examination Couneil
2000 K. St. NW, Suite 310

Washington, D.C. 20006

Dear Mr. Powell:

The Inspectors General of the Department of the Treasury, Federal Deposit Insurance Corporation,
and the Board of Governors of the Federal Reserve System have completed a joint evaluation of the
Federal Financial Institutions Examination Council. The objectives of our review were to evaluate
whether the FFIEC: (1) is meeting its mission of prescribing uniform principles and standards for
the examination of financial institutions and (2) should have an increased coordinating role as a
result of the Gramm-Leach-Bliley Act. A copy of our report is attached.

Should you have any questions or need additional information, please contact any one of us.

Sincerely,
effrey Rush, Ir. Gaston L. Gianni, Jr.
Inspector General Inspector General
Department of the Treasury Federal Deposit Insurance Corporation
202-622-1090) 202-416-2026
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Inspecior General

Board of Governors of the Federal
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INTRODUCTION

The Inspectors General of the Department of the Treasury (Treasury), the Federal Deposit
Insurance Corporation (FDIC), and the Board of Governors of the Federal Reserve System
(FRB) have completed ajoint evauation of the Federal Financial Institutions Examination
Council (FFIEC). Weiinitiated thisreview as aresult of an audit survey of the FFIEC that the
banking agency Inspector General (IG) offices conducted during early 1998.* The 1998 survey
recommended additional audit work in severa areas including reviewing the Council’s
effectiveness in coordinating regulatory issues and fostering its legislative mandates and goals.

Aswe initiated our review objectives, we met with staff representatives from the Subcommittee
on Oversight and Investigations (Subcommittee), Committee on Financial Services, U.S. House
of Representatives. The Subcommittee staff asked us about the Council’ s efforts to accomplish
its mission and whether the FFIEC should have a broadened role in coordinating banking,
insurance, and securities regulators, or whether a separate group should be devel oped and
modeled after the FFIEC for coordinating interagency supervision efforts under the
Gramm-Leach-Bliley Act (GLBA). Accordingly, the objectives of our review were to evaluate
whether the FFIEC:

* ismeeting its mission of prescribing uniform principles and standards for the examination of
financial institutions and

» should have an increased coordinating role as aresult of the GLBA.

The Subcommittee staff also asked us to (1) obtain the views of banking industry associations
regarding FFIEC effectiveness and communication efforts and (2) determine whether the FFIEC
had issued a uniform examination report form and whether such aform would prevent banks
from *shopping around” to find a banking regulator with lax examination standards, known as
regulator shopping. This report addresses those two issues as part of our first objective.

To accomplish our evaluation, we interviewed Council principals, banking agency supervision
officials, and representatives from banking trade associations. We aso reviewed documentation
from the FFIEC and the federal banking agencies. Details of our methodology are included as
Appendix | of thisreport. Appendix 11l containsalist of acronyms used in our report. We
conducted our evaluation between October 2001 and March 2002, in accordance with the
President’ s Council on Integrity and Efficiency’ s Quality Sandards for Inspections.

BACKGROUND

The FFIEC was established on March 10, 1979, pursuant to Title X of the Financial Institutions
Regulatory and Interest Rate Control Act of 1978 (Public Law 95-630, The FFIEC Act). The
FFIEC isaformal interagency body consisting of five financial regulatory agencies empowered to
prescribe uniform principles, standards, and report forms for the federal examination of financial
institutions by its member agencies. The member agencies consist of the FRB, the FDIC, the

! The banking agency |Gs include the Treasury |G, which oversees the Office of the Comptroller of the Currency
and the Office of Thrift Supervision; the FDIC IG, the FRB |G, and the National Credit Union Administration I1G.



National Credit Union Administration (NCUA), theEOffice of the Comptroller of the Currency
(OCC), and the Office of Thrift Supervision (OTS).= Table 1 presents banking regulators and the
types of institutions that they supervise.

Table 1. Banking Regulators and Types of Institutions Supervised
Regulator Regulatory Responsibilities

ocCcC Charters, regulates, and supervises al national banks. Also supervisesthe federal branches
and agencies of foreign banks.

OTS Primary regulator of al federal and many state-chartered thrift institutions, which include
savings banks and savings and |oan associations.

FDIC Primary federal regulator of state-chartered "nonmember" banks--commercia and savings
banks that are not members of the Federal Reserve System.

FRB Primary federal regulator for state-chartered banks that are members of the Federal Reserve

System, as well as for all bank and financial holding companies and certain operations of
foreign banking organizations.

NCUA Charters and supervises federal credit unions and insures the depositsin all federal and
many state-chartered credit unions.

State Banking | Supervise state-chartered banks, savings institutions, and credit unions.
Agencies

Source: Regulator Web sites.

The overdl intent of the legislation was to promote consistency in federal examinations and
progressive and vigilant supervision of banks. Additional responsibilities based on subsegquent
legidlation included providing public access to Home Mortgage Disclosure Act (HMDA)* dataand
monitoring state government certification and licensing requirements for real estate appraisers
through a separate Appraisal Subcommittee. The FFIEC isrequired to prepare an annual report to
Congress covering its activities during the preceding year. Appendix IV contains excerpts from the
enacting legislation.

FFIEC Operations, Staffing, and Funding

The FFIEC is comprised of the Comptroller of the Currency, the Chairman of the FDIC, a
Governor from the FRB, the Director of the OTS, and the Chairman of the NCUA (the
principals). The FFIEC Act established a chairmanship with a 2-year term, which rotates among
the Council principals. The FDIC Chairman assumed the FFIEC Chairmanship in April 2001.
The OTS Director will be the next FFIEC Chairman.

Six interagency task forces consisting of representatives from each member agency perform the
primary work of the Council. The task forces are functionally aligned along the following
areas—supervision, consumer compliance, examiner training, information sharing, reports, and
surveillance systems. In addition, the Council established aLegal Advisory Group to provide
legal support and a State Liaison Committee (SLC), comprised of five state banking

2 FFIEC membership was established by statute. The OTS replaced the Federal Home Loan Bank Board on the
FFIEC in 1989.

3 The HMDA, enacted in 1975, requires certain financial institutions to report data about home purchase and home
improvement loans to their supervisory agencies and requires the FFIEC to produce annual tables for each
metropolitan statistical areain the United States showing the geographic distribution of housing-related lending.



commissioners, to encourage the application of uniform examination principles and standards by
the state and federal supervisory agencies.

The FFIEC has four staff who support Council operations, two staff who coordinate the Uniform
Bank Performance Report (UBPR), and nine staff dedicated to the examiner training function.
FFIEC Council operations staff also share areceptionist with FFIEC's Appraisal Subcommittee.

The task forces research interagency projects and prepare policy statements and
recommendations for the Council’ s consideration. The task forces may approve policy
statements under delegated authority if there is unanimous agreement by the task force members.
The task forces also assign agency staff to subcommittees and working groups to research
specific interagency projects. Most of the task forces meet monthly to discuss on-going projects.
About one-half of interagency projects are originated by the Council and one-half are originated
by the task forces.

The FFIEC isfunded through assessments of its five member agencies for operating expenses
and tuition costs. During 2001, the FFIEC incurred expenses of about $6.2 million, most of
which was for salaries and benefits (24 percent of total expenses) and data processing costs
(54 percent of total expenses).

RESULTSIN BRIEF

The FFIEC is accomplishing its |egislative mission of prescribing uniform principles, standards,
and report forms and is achieving coordination between the banking agencies. Further, most
officials stated the FFIEC’ s role and mission were appropriate going forward. Notwithstanding,
some officials indicated the FFIEC could accomplish its mission more effectively and noted the
FFIEC could be bureaucratic and take too long to compl ete interagency projects. The Council
has recently discussed a number of measures to improve FFIEC effectiveness, including having
the principals more actively involved in FFIEC matters and developing annual goals, objectives,
and work priorities for the task forces. We are suggesting the Council memorialize theseideasin
amore permanent document, such as the FFIEC’ s Rules of Operations, to better ensure that
future Council members continue to practice those measures.

Banking industry and professional associations indicated that the FFIEC could be more proactive
in communicating with the industry. One representative noted thereis currently no formal
mechanism for communicating with the FFIEC. Several representatives indicated it would be
helpful if the FFIEC published an annual agenda, task force points of contact, and status
information about ongoing or planned projects on the FFIEC Web site. We encourage the
FFIEC to look for opportunities to improve communication with the trade associations where

appropriate.

We asked agency officialsto identify major risks and emerging issues facing the banking
industry and to describe FFIEC and banking agency guidance issued in response. We concluded
that the FFIEC and the banking agencies had issued guidance responsive to those major risks and
emerging issues. Further, most officials indicated that the FFIEC and the banking agencies had



achieved uniformity in critical areas. Severa such examples are the Uniform Financial
Institutions Rating System (UFIRS), a common examination rating system, and standard
quarterly financial reports submitted by commercia banks and savings banks to the FDIC.
Severa officials stated that such achievements mitigated the need for a uniform report of
examination. Further, none of the officials we spoke with indicated that banks made charter
changes based on differences in supervision between the banking agencies.

With respect to the FFIEC’ srole under the GLBA, most officials indicated that GLBA had not
significantly impacted the FFIEC and were not in favor of broadening the FFIEC to include
regulatory representatives from the insurance and securities industries. Further, most officials
did not see a need for a separate coordinating entity under GLBA modeled after the

FFIEC. The officialsindicated that coordination under GLBA was occurring as needed on an ad
hoc basis and through periodic cross-sector meetings hosted by the FRB. However, while the
individual banking agencies had signed bilateral information sharing agreements with a number
of state insurance commissioners, some officials indicated the relationship between the banking
agencies and the SEC needed to be improved through better dialogue. The banking agencies and
SEC are working on national memoranda of understanding (MOU) covering the sharing of
information about broker-dealersin financial holding companies and have arrangements to
ensure that critical information is shared on a case-by-case basis.

FFIEC ISACHIEVING ITSLEGISLATIVE MISSION

The FFIEC is accomplishing its |egislative mission of prescribing uniform principles, standards,
and report forms, and the FFIEC’ s legidlative mission remains valid and appropriate. However,
the FFIEC could accomplish its mission more effectively. Most officials we interviewed
indicated that the FFIEC was a useful forum for achieving coordination among the banking
agencies and was achieving its legislative mandate. One of the principals noted that aslong as
the banking industry has multiple regulators, the FFIEC was vital to achieving coordination.
Another principal stated that the FFIEC was an effective vehicle to discuss inconsistencies
between agencies, particularly where the banking agencies have to implement a common statute.
However, one principal characterized the FFIEC as being extraordinarily unwieldy, in part, due
to the formality of Council meetings and because of the number of agencies represented by the
Council. For those reasons, the principal stated that the FFIEC was not meeting its legislative
mission of achieving coordination.

Virtually all of the officials we interviewed acknowledged that the FFIEC could improve its
operations and become more effective and efficient. That being said, none of the officials were
in favor of additional legidation to improve the FFIEC. One principal indicated there was a
danger of building in too much bureaucracy at the FFIEC and expressed concern that additional
legidlation giving the FFIEC more authority could make the Council more cumbersome.

Instead, most officials werein favor of the Council taking measures to improve FFIEC
operations within the existing legidative framework. The Council Chairman took steps in that
direction by issuing a memorandum entitled, FFIEC Effectiveness in 2002 to the other principals
in December 2001. We have included a copy of that memorandum as Appendix V. The



memorandum outlined the Chairman’ sideas for how to make the FFIEC more effective, such as
having annual goals and objectives and priority lists and time frames for project completion; the
principals more actively involved in Council activities and in monitoring completion of projects;
and improved communication between the principals and agency staff. The FFIEC discussed
these items during the February 2002 Council meeting.

We asked the other principals for their views on the Chairman’s memorandum. Most were
supportive of the memorandum and expressed the following views:

* Oneprincipa indicated that it was important to obtain the principals’ interest early enough in
the process of deliberating on projects to fully understand the issues. Several principals also
agreed that more frequent meetings were needed between them. However, they noted the
informal meetings, such as the “Regulator Breakfasts” were the most important and provided
opportunities for the principals to discuss on-going projects.

»  With respect to establishing goals, objectives, and priority lists, two of the principals noted
that it might be difficult for the Council to establish and implement goals and objectives
because the industry changes quickly and the FFIEC must be ready when new issues surface.
Supervision officials from one agency noted that Council projects are high-priority by virtue
of being raised at the Council level and that the individual agencies have different priorities
based on their respective agency missions.

= Further, one principal stated that it was a good idea for the new Chairman to assert his
leadership; however, the principal indicated that the Council was already doing most of the
things that the Chairman suggested. Two agency supervision directors also stated that the
FFIEC was aready addressing most of the issues that the Chairman had suggested but agreed
the memorandum addressed important factors for the FFIEC’ s continued success.

A number of the officials noted that the Council’s success depended in large part on the
individual principa’sinteraction and level of commitment to the FFIEC. One senior agency
officia indicated that while the FFIEC existsin law, in practice the FFIEC exists at the consent
of the Council and task force members. One principal stated that personal relationships are
important at al levels of the FFIEC and that without good relationships there is no basis for
completing interagency projects. The principal concluded that the existing group of principals
had worked well together.

We support the Chairman’ s ideas for making the FFIEC more effective. However, because the
FFIEC chairmanship is only for a 2-year term, we suggest that the FFIEC memorialize those
ideas related to setting goals and objectives, dispute resolution, and prioritization of work in a
more permanent document, such as the FFIEC’ s Rules of Operation. By doing so, the FFIEC
could better ensure that future Council members continue to implement those measures.



Banking and Professional Association Views

Generally, representatives from banking associti onsElindi cated that the banking industry
benefited from having the FFIEC and concluded that a coordinated approach among the banking
agencies likely yields the best product. Notwithstanding, the representatives noted that the
interagency deliberation process was bureaucratic and slow. Representatives from one group
indicated that the FFIEC Chairman’s memorandum to improve FFIEC effectiveness was

appropriate.

With respect to communications, officials told us they usually communicate directly with the
individual banking agenciesin lieu of the FFIEC. One representative noted there is no formal
mechanism for communicating with the FFIEC and that the FFIEC has made no efforts to
outreach or communicate with industry trade groups. Several associations indicated they would
like the FFIEC to publish an annual agenda on the FFIEC Web site listing the major projects that
the task forces plan to address so that the industry associations could comment on the issues. For
example, two representatives noted that the FFIEC’ s Task Force on Consumer Compliance hﬁi
invited the industry associations to a discussion on the Community Reinvestment Act (CRA).
The representatives indicated that the forum was very informative and the participants had a
good exchange of ideas. They welcomed additional opportunities to participate in the discussion
of interagency projects.

One banking association representative noted that the FFIEC had greatly improved its Web site
by including linksto HMDA and CRA reporting databases and UBPR information. However,
the representative stated that the FFIEC could improve its Web site further by including more
information about the various task forces, contact information for the task forces, and project
listings. The representative also indicated that it would be beneficial if the FFIEC would
periodically solicit ideas or suggestions from the banking industry.

The FFIEC Chairman hasindicated an interest to improve communications with the industry.
Moreover, earlier communications with the trade associations would likely surface
disagreements sooner and result in fewer comments during Federal Register comment periods.
As such, we encourage the FFIEC to look for ways to improve communication with the trade
associ ations where appropriate.

State Regulator Representation on the Council
One principal and several banking industry representatives indicated that the FFIEC could be

improved by allowing the state regul ators to have voting status in deliberating Council matters.
Asdiscussed earlier, the FFIEC currently has the SLC, which is comprised of five

* Groups such as the American Bankers Association and America s Community Bankers are industry trade
associations, while a group such as the Conference of State Bank Supervisorsis a professional organization
representing the interests of the state banking commissioners.

®12 U.S.C. 2901, the Community Reinvestment Act, enacted in 1977, requires that each insured depository
institution’s record in helping meet the credit needs of its entire community be evaluated periodically. CRA
examinations are conducted by the federal agencies responsible for supervising depository institutions.



representatives from state agencies that supervise financial institutions. The SLC attends
Council meetings, and representatives from the SLC participate in Supervision Task Force and
Information System Subcommittee meetings, however, the SLC does not have voting rights with
respect to task force or Council matters.

One principal noted that the FFIEC has enormous potential to be effective, but that the Council is
underutilized in part because the state regulators do not have voting rights. An association
representative suggested that the FFIEC needs to have more dialogue and better coordination
with state banking agencies and stated the Council could be improved if it had a state presence
with the authority to vote on interagency projects. Moreover, arepresentative from the
Conference of State Bank Supervisors (CSBS) noted that CSBS had requested voting status on
behalf of state bank regulators during djscussions of H.R. 1408, the Financial Services Antifraud
Network Act of 2001 (Antifraud Bill).* The Antifraud Bill passed the House of Representatives
and was received in the Senate in November 2001.

It appears that Congress considered the state regulators’ role when it created the FFIEC. As
discussed earlier, the purpose of the FFIEC Act was to establish an interagency council to
“...prescribe uniform principles and standards for the Federal examination of financial
institutions...” Further, the Act established the SLC to “...encourage the application of uniform
examination principles and standards by State and Federal supervisory agencies...” An FFIEC
Specia Historical Study Origin and Development of the Examination Council, dated

February 1992 (FFIEC Historical Study), noted that the initial House and Senate Bills to
establish an Examination Council called for a sixth Council member who would be the head of a
state supervisory agency. However, that provision was not included in the final legislation.

Understanding the FFIEC’s Mission and Staffing Limitations

By statute, the FFIEC is a coordinating and policy-making entity. The Council has no
operational or implementing authority to make rules or to monitor whether member agencies
implement FFIEC guidance. Further, with the exception of afew administrative staff,
representatives from the five member agencies conduct the FFIEC' s task force work.

Interagency guidance may be issued under the auspices of the FFIEC or by one or more of the
banking agencies as non-FFIEC joint agency guidance (joint guidance). Because the FFIEC
does not have rulemaking authority, any projects resulting in rulemaking must be issued as joint
guidance by the banking agencies. Severa officials noted that projects are often researched as
FFIEC projects and then issued as joint guidance either because they result in rulemaking or
because they do not involve al of the FFIEC member agencies. Most officials did not equate a
decision to issue joint guidance as reflecting negatively on the FFIEC. One supervision official
characterized the decision to issue guidance under the auspices of the FFIEC as simply a
difference in the letterhead appearing on the final policy statement.

® Among other things, the Antifraud Bill requires financial regulators to develop networking procedures for the
sharing of antifraud information and coordinate to further improve upon antifraud efforts. According to CSBS, the
Bill originally included language that designated the FFIEC as the coordinator of an information sharing system that
would specifically alow supervisory information to be shared among banking, securities, and insurance regulators.



We also asked the Principalsif they would favor having Congress consider using the FFIEC for
implementing cross-cutting initiatives suclhas the anti-money laundering responsibilities
envisioned under the USA PATRIOT Act.” Most of the Principals we interviewed were not in
favor of Congress assigning such responsibilities to the FFIEC, primarily due to the staffing
limitations discussed above. One principal told us that Congress had contemplated assigning
responsibility to the FFIEC for implementing the Antifraud Bill; however, the Council was able
to persuade Congress not to do so. The principal indicated that it was important to remember
that the FFIEC has no professional staff to perform analytical work and has no authority to write
or issueregulations. The principal indicated that assigning additional responsibilities to the
FFIEC would require afundamental change to the mission and staffing of the FFIEC.

FFIEC Accomplishments, Challenges, and Responsiveness to Banking Industry Risks

The FFIEC has experienced success when dealing with well-defined issues that are common to
the banking agencies. However, the FFIEC has also been challenged in completing other critical
projectstimely. A few officials noted that not all projects are suited for review by the FFIEC.
For example, if a project needs to be addressed immediately or does not concern all members,
the FFIEC may not be the best forum for reviewing the project. Supervision officials of one
agency suggested that projects suitable for the FFIEC usually involve issues that are of common
concern to the member agencies, high-priority in nature, achievable with afirm deadline, and
important to each of the principals.

We reviewed FFIEC Annual Reports from 1997 through 2001 to gauge FFIEC accomplishments
and to understand the nature of FFIEC guidance and reporting forms. Table 2 presents an
overview of the Council’ s accomplishments during our period of review. Further, a brief
discussion of recent FFIEC accomplishmentsin selected categoriesis presented in the following
table.

" Public Law Number 107-56, Uniting and Strengthening America by Providing Appropriate Tools Required to
Intercept and Obstruct Terrorism (USA PATRIOT ACT) Act of 2001. The Act includes provisions to: enhance
domestic security against terrorism, enhance surveillance procedures, develop international counter money
laundering and related measures, amend the Bank Secrecy Act and make related improvements, establish or increase
penalties related to currency crimes, increase appropriations for protecting the U.S. Northern Border, and enhance
immigration provisions.
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Table 2: FFIEC Published Guidance | ssued From 1997 Through 2001

Task Forces
Category Council i Consumer Surveillance
SUPEREle Compliance RELEAS SEENS
Guidance
e Y2K 1 17 19
e Credit 2 11 2 15
Capital 1 7 8
CRA 2 7 9
Information Technol ogy 2 6 8
Miscellaneous 3 8 6 2 19
Reporting
Call Report 4 1 3 8
UBPR 2 2 4
Other Reporting 1 1
Total 17 49 17 5 3 91

Source: OIG Analysis of FFIEC Annual Reports to Congress and the Council’ s Web site.

Year 2000: A number of officials we interviewed cited the FFIEC’ sinvolvement in coordinating
guidance for the Y 2K issue as a mgjor success for the Council. One supervision official noted
that the FFIEC and the banking regulators raised the Y 2K issue before other industries. Another
supervision official called the FFIEC' s Y 2K efforts a*“huge success’ and noted the banking
agencies worked together very well in addressing Y 2K. One principa suggested the Y 2K efforts
were successful because there was a known deadline, a small group of people involved, and a
common perspective among the agencies. The FFIEC issued a number of Y 2K -related
publications including:

» Y2K safety and soundness guidelines;

» Interagency guidance regarding Y 2K readiness and potential impact on customers,
» Guidanceto financial institutions for testing for Y 2K readiness,

* Y 2K guidance on customer awareness programs and a customer brochure;

* Guiddinesto financial institutions related to Y 2K fraud prevention;

* Questions and answers concerning Y 2K business contingency planning; and

* A YZ2K lessonslearned document.

Credit Risk: One supervision official we interviewed indicated the three major issues facing the
banking industry continue to be “credit risk, credit risk, and credit risk.” The official noted that
anumber of issues, such as subprime lending, are merely subsets of credit risk. For example:

» Allowancefor Loan and Lease Losses (ALLL): Federaly insured depository institutions are
required to maintain adequate |oan |oss reserves to absorb estimated credit |osses associated
with their loan and lease portfolios. In July 2001, the FFIEC agencies, in consultation with
the SEC, issued a policy statement on ALLL methodol ogies and documentation standards for
financia institutions. The policy statement reflected the agencies' research on ALLL best
practices and included examples to assist ingtitutions in determining and documenting loan
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loss allowances.

* Subprime Lending: Subprime lending involves the extension of credit to borrowers with
poor or minimal credit histories. Such loans usually have relatively high rates of interest or
fees, require intensive levels of servicing and collection efforts, and carry an increased
probability that borrowers will not make good on their obligation. 1n 2001, the banking
agencies issued expanded joint guidance intended to strengthen the examination and
supervision of institutions with significant subprime lending programs. Major issues
addressed in this guidance included the adequacy of ALLL and capital to support subprime
lending programs, as well as guidance for loan review and classification. The FFIEC also
began revising its subprime lending training materials for examinersin late 2001.

Community Reinvestment Act: CRA encourages depository institutions to help meet the needs
of communities in which they operate, including low- and moderate-income neighborhoods.
During 2001, the Task Force on Consumer Compliance published arevised interagency
guestions and answers document for CRA. The FFIEC also published A Guide to CRA Data
Collection and Reporting on the Council’ s Web site for use by financia institutions required to
report CRA data. With respect to examination guidance, the task force released joint
examination procedures for evaluating institutions' compliance with the CRA Sunshine
provisions of GLBA. Finally, thetask force completed the transition to paperless reporting of
HMDA data from financial institutions.

Call Report: Consistent with its legislative mandate to prescribe uniform reporting systems, the
FFIEC aso contributed to improvements in regulatory reporting. The FFIEC requires every
national bank, state member bank, and insured non-member bank to file a Call Report as of the
last day of each calendar quarter. Call Report data are used extensively by the bank regulatory
agencies for offsite bank monitoring activities and are the primary source of datafor the FFIEC's
UBPR, an analytical tool used for bank supervisory, examination, and bank management
purposes. During 2001, the banking agencies implemented substantial FFIEC revisions to the
Call Report to make the report’ s content more relevant to the agencies' overall mission of
maintaining a safe and sound banking system and to complement the agencies’ emphasis on risk-
focused supervision. These revisions eliminated some information while enhancing information
on areas of growing risk, such as asset securitization activities.

Finally, several officialsindicated that the FFIEC’ s benefits are not always that easy to quantify.
One principal indicated that the FFIEC provides a helpful forum for discussion of common
issues, from which the member agencies benefit regardless of whether written guidance isissued
or not. An agency supervision official noted that the Supervision Task Force will discuss
matters without publishing guidance, but because the issue has been raised and discussed, the
task force members are more aware of the issue and each agency’s position. The official noted
that this forum for discussion is a valuable benefit that is not captured in FFIEC annual reports.

FFIEC challenges

Notwithstanding these accomplishments, the FFIEC has not always issued interagency guidance
timely. Several officials were critical of the amount of time it takes the FFIEC to deliberate and
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issue guidance on some interagency projects. A number of officials mentioned the FFIEC's
project on recourse, direct credit substitutes, and residual interests in asset securitizations
(Recourse Project) in particular. The Council initially assigned the Recourse Project to the
Supervision Task Forcein 1993. The banking agencies began discussing the residual interest
issue in mid- to late-1999 and later combined this initiative with the Recourse Project. The task
force completed the Recourse Project in IateéOOl and the banking agencies issued afinal rulein
the Federal Register on November 29, 2001.

The Recourse Project was a point of discussion in an October 2001 hearing before the Senate
Banking, Housing, and Urban Affairs Committee on the failure of Superior Bank (Superior).
During that hearing, the Committee Chairman noted that several recent banks that failed—
including the First National Bank of Keystonein 1999 and Superior in 2001—had a common
characteristic of holding high concentrations of subprime residual assets. The Chairman also
noted that the banking agencies had yet to issue afinal rule on the Recourse Project and
questioned why the project was taking so long to complete.

Severd officials commented on the Recourse Project and offered explanations for project time
frames. One principal noted the subject was very complex and that the industry was changing
too quickly for the FFIEC to stay abreast. The principal indicated that the agencies had issued
several proposed rules for comment, but that each time, the industry had changed so much that
the proposed rules were outdated. One supervision officia characterized the delay as afunction
of the financial markets evolving and changing faster than the regulators could react. The
official concluded that the banking agencies would have experienced the same problem
regardless of the FFIEC’ sinvolvement simply because the Recourse Project was a tough issue.

Another principal said that the FFIEC eventually completed the Recourse Project when the
principals instructed the task force to concentrate on developing broad economic directives,
which would not be as susceptible to changes within the industry, as opposed to developing alist
of detailed directives.

Responsiveness to major risks facing the banking industry

Asdiscussed earlier in this report, interagency guidance may be issued under the auspices of the
FFIEC or outside of the FFIEC asjoint guidance. Accordingly, to fairly assess interagency
coordination, one must review FFIEC and non-FFIEC interagency guidance. In order to
determine FFIEC and banking agency responsiveness, we asked representatives from each

8 Treasury, FDIC, and FRB issued Risk-Based Capital Guidelines; Capital Adequacy Guidelines; Capital
Maintenance; Capital Treatment of Recourse, Direct Credit Substitutes, and Residual Interestsin Asset
Securitizations; Final Rules on November 29, 2001 in the Federal Register. Asset securitization is the process by
which loans or other credit exposures are pooled and reconstituted into securities that may then be sold. Banks
involved in the securitization or sale of assets often provide credit enhancements such as recourse, direct credit
substitutes, and residual interests in order to protect investors from incurring credit losses on loans and other
financial assets that have been sold or securitized. Recourse arises when a bank retains credit risk on assetsit sellsif
the credit risk exceeds a pro rata share of the bank’s claim on the assets. In adirect credit substitute, a bank assumes
credit risk on athird-party asset and the risk exceeds the pro rata share of the bank’sinterest in the asset. A residual
interest is an on-balance sheet asset created in an asset sale that exposes a bank to credit risk in excess of its pro rata
claim on the asset.
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banking agency to identify three to five major risks and emerging issues, between 1997 and
2001, that their agencies considered to be critical banking industry concerns, and to describe
what guidance had been issued in response. Table 3 presents the results of this information.

Table 3: Responsiveness of the FFIEC and the Banking Agenciesto Major Risks
and Emerging I ssues Facing the Banking I ndustry (1997 through 2001)

WAS GUIDANCE | SSUED BY:

MAJOR RISK OR

EMERGING | SSUE FEIEC? JOINT INTERAGENCY  INDIVIDUAL BANKING
; (NoN-FFIEC)? AGENCY?
Y 2K Preparation Yes Yes Yes
Credit Risk Yes Yes Yes
Electronic Banking Yes Yes Yes
Accounting Yes Yes Yes
Capital Adequacy Yes Yes Yes
Risk M anagement Yes Yes Yes

Source: OIG analysis of information provided by individual agencies.

Based on the information provided by each of the banking agencies, we concluded that the
FFIEC and its member agencies had issued guidance addressing the mgjor risks and issues that
the banking agencies identified as critical concerns to the banking industry between 1997

and 2001.

FFIEC Effortsto Achieve Uniformity

The FFIEC Act tasked the Council with establishing “ ... uniform principles and standards and
report forms for the examination of financia institutions which shall be applied by the Federal
financial institutions regulatory agencies.” An origina concern of the Congress was the
so-called “competition in laxity” or the tendency for competition among the banking agencies for
the favor of regulated firmsto result in lax regulation. In short, Congress was concerned that one
or more of the banking agencies would practice more lenient bank supervision in order to attract
financial institutions to its bank or thrift charter.

The FFIEC attempted to develop joint procedures and report forms several times over the history
of the Council, with limited success. According to the FFIEC Historical Study, after a 2-year
effort, the Supervision Task Force reported in April 1981 that although interagency agreement
might be reached on examination objectives and policies, it could not be reached on examination
methods. The FFIEC Historical Study provided the following examples of examination
objectives, policies, and methods:

» Objectivesrelate to evaluating an institution’s management, policies and procedures,
financial condition, and prospects;

» Policies encompass the frequency and scope of coverage of examinations and the way
problem institutions are to be supervised; and
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* Methods include the detailed procedures that examiners follow in on-site examinations,
working paper format and content, and the examination report form.

The FFIEC Historical Study noted that differences in examination methods arise from the
different characteristics of the banking agencies; applicable laws or regulations; relationships
with state authorities; and the nature, size, and type of institution being examined (e.g. bank,
thrift, or credit union).

We interviewed officials about the need for and feasibility of uniform examination procedures
and report forms. Most of the officials noted that the UFIRS and the Call Report are critical
areas where uniformity has been achieved.* Moreover, severa officialsindicated that a uniform
examination report was neither feasible nor needed and observed that the FFIEC and the banking
agencies had developed some joint procedures especially for areas common to each of the
banking agencies. Anecdotal comments about the need for a uniform report form included the
following:

» Oneprincipal noted that the idea of a uniform examination report appeals to one’s sense of
neatness but questioned the benefits of having a uniform report of examination. The
principal stated that uniformity in the UFIRS ratings is more important than a uniform report
form and uniformity in the data gathered from Call Reportsis essential.

* Onesupervision official concluded that the banking agencies would never be able to develop
a“one-size-fits-all” examination report. However, the official noted that the FFIEC and the
banking agencies have achieved similarities with respect to the parameters of examinations
(i.e., what areas examinations address). The official questioned whether the idea of a
uniform examination report was a “ solution in search of a problem.”

* A supervision official noted that the concept of ajoint bank examination report formisless
important now than 20 years ago because the banking agencies’ practice of conducting
ongoing supervision, targeted exams, and off-site monitoring is replacing the need for a
uniform examination report. The official aso stated that the banking industry has benefited
from banking agencies trying different approaches to supervision over the years because the
agencies have learned from each other.

In addition, we noted that the FFIEC and the banking agencies have taken other actions to
comply with legidative efforts to achieve uniformity and to reduce duplicative and redundant
policies. For example, the FDIC Improvement Act requires each federal banking and thrift
agency to report annually to the Senate and House banking committees regarding any differences
between the accounting or capital standards among the banking agencies. Further, the banking
agencies submit ajoint report to Congress annually as required by Section 305 of the Riegle
Community Development and Regulatory Improvement Act discussing interagency efforts to
improve the coordination and supervision of institutions that are subject to multiple regulators.
Appendix V1 contains a summary of the recent coordination efforts discussed in those reports.

® The UFIRS isan internal rating system used by federal and state banking regulators for assessing the soundness of
financial ingtitutions on a uniform basis and for identifying institutions requiring special supervisory attention.
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Regulator shopping and competition in laxity

With respect to regulator shopping, several officials acknowledged that charter changes occur.
However, none of the officials we spoke with indicated that bank owners changed chartersin an
effort to achieve more lenient supervision. Instead, charter changes generally occur for strategic
or business reasons. For example, abank may wish to expand operations beyond state lines and
would convert from a state charter to anational bank charter. Severa officials also indicated that
bank charter changes may occur because of the cost of supervision, as fees under a national
charter are about two-and-one-half times greater than fees under a state charter. None of the
officials indicated that a uniform examination report would prevent regulator shopping. Severa
officials noted there is not a cause and effect rel ationship between the concept of a uniform
examination report and regulator shopping and that the two are not related.

Finally, none of the officials we interviewed indicated that “ competition in laxity” was occurring
or was a problem. One principal responded that “competition in laxity” is a hypothetical
problem and not the reality. Severa officials noted that the banking regulators communicate
with one another about problem institutions and the receiving agency would be very wary of
welcoming a bank that is shopping for regulatory leniency.

FFIEC'SROLE UNDER GLBA

GLBA, signed into law in November 1999, repealed those portions of the Glass-Stegall Act that
prohibited banks, securities firms, and insurance companies from affiliating. Among other
things, GLBA created a new FHC structure authorized to engage in a statutorily provided list of
financia activities, including insurance and securities underwriting, merchant banking, and
insurance company portfolio investment activities. GLBA incorporated the concept of functional
regulation, that is, banking activities would continue to be regulated by bank regulators,
securities activities by securities regulators, and insurance activities %state insurance regulators.
GLBA also established the FRB as the umbrella supervisor of FHCs.

Most officialsindicated that GLBA has had little impact on the FFIEC. Further, there was a
clear consensus among the officials we interviewed that the FFIEC’s membership should not be
expanded to include securities or insurance regulators. Several officials were skeptical of the
benefits derived from expanding Council membership and questioned how insurance and
securities regulators would be fairly represented on the Council since there are separate
insurance commissioners and securities administrators for each state. Moreover, officials we
interviewed offered the following additional reasons against expanding the Council.

19 According to FRB Supervisory Letter SR 00-13, dated August 15, 2000, FRB is responsible for the consolidated
supervision of FHCs. FRB will assess FHCs on a consolidated or group-wide basis with the objective of ensuring
that the FHC does not threaten the viability of its depository ingtitution subsidiaries. In a February 2002 speech, an
FRB Governor noted that as umbrella supervisor, FRB will rely on the functional supervisor as much as possible and
will examine functionally regulated non-bank affiliates only if it believes that their activities are creating risk for the
bank affiliate.
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Thereareinherent differencesin the mission and responsibilities of the FFIEC and the
demands of the GLBA. One principal noted that the FFIEC deals with banks, while the FRB
has the responsibility for banking organizations under GLBA. Another principal indicated
expanding the FFIEC would be an “awful idea” and it would be “disastrous’ to bring
securities and insurance regulators into the FFIEC. The principal noted that the FFIEC was
never intended to implement GLBA and surmised the result would be an awkward,
ponderous coordinating entity.

Two officials expressed a concern that expanding the Council’ s responsibilities to include
GLBA coordination would suggest that FHC supervision is no different from depository
institution supervision and might send the signal that protections afforded to banks

(e.g., deposit insurance) would aso be afforded to FHC non-bank subsidiaries.

Most FFIEC projects do not involve securities or insuranceissues. For example, one
agency official noted the consumer compliance issues that the Task Force on Consumer
Compliance addresses have no relevance to the SEC. A supervision official questioned
whether there were any issues that would require involvement from all five of the FFIEC
member agencies and securities and insurance regulators. Another supervision official noted
that broadening the FFIEC’ s mission to include GLBA coordination would serve to dilute the
banking-related work that the Council is already doing.

I nteragency Coordination Efforts

Most officials we interviewed indicated that effective coordination is currently taking place
between the banking, insurance, and securities regulators on an as-needed basis. As such, most
officias did not favor modeling a new entity after the FFIEC to create a more formalized
coordinating structure for implementing GLBA. Instead, officials we spoke with discussed the
following on-going efforts for coordinating under GLBA:

Periodic cross-sector meetings hosted by FRB in itsumbrella supervisor capacity. GLBA
established the FRB as the umbrella supervisor of FHCs. FRB has developed a framework
for implementing FHC supervision and intends to identify and evaluate, on a consolidated or
group-wide basis, the significant risks that exist in adiversified holding company in order to
assess how those risks might affect the safety and soundness of depository institution
subsidiaries. In that regard, the FRB has hosted cross-sector meetings about three times a
year in Washington with representatives from the federal banking agencies, the SEC, state
securities regul ators, the National Association of Insurance Commissioners (NAIC), and the
Commodity Futures Trading Commission (CFTC). Officials characterized these meetings as
agood forum for agency representatives to meet, establish contacts, and discuss issues of
common concern.

In a February 2001 speech, one principal characterized the cross-sector meetings as an
opportunity for multiple supervisors to discuss issues relevant to various financia industries
and noted that the meetings were useful for building cooperation and improving each
agency’ s understanding of the different supervisory authorities and objectives. The FRB has
also held cross-sector meetings at the Federal Reserve Bank level with regional and state
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banking, securities, and insurance regulators. Further, the NAIC hosts quarterly meetings
with the functional regulators that are attended by staff at the operational or working-group
level from the banking agencies, insurance regulators, and the SEC.

» Bilateral information sharing agreements between the banking agencies and state
insurance commissioners. The NAIC has taken an active role in approving a model
information-sharing agreement for use between individual banking agencies and state
insurance commissioners. These agreements provide for the sharing of relevant regulatory
information, including information about examinations, enforcement, and consumer
protections. By the end of 2001, 45 states had signed agreements with the OTS, 23 states
with the OCC, 31 states with the FDIC, and 8 states with the FRB. Further, a state banking
regulator representative noted that approximately 30 percent of the state banking
commissioners had signed information-sharing agreements with state insurance
commissioners. The representative noted that a much larger number of state bank
supervisors had informal arrangements with state insurance supervisors to share information.
One principal indicated that the NAIC has been effective at coordinating the efforts of the
state insurance CoOmmissioners.

» Coordination with SEC and insurance regulators on a case-by-case basis. Several officials
noted that interagency coordination is sufficiently occurring on a case-by-case basis. Most
officials were in favor of keeping coordination informal instead of creating another formal
coordinating entity.

While officials we spoke with were generally positive about the banking agencies' relationship
with the NAIC and state insurance regulators, they expressed divergent views about the banking
agencies’ relationship with the SEC. For example, one agency officia noted that the FFIEC had
coordinated with the SEC for the ALLL project and that the FDIC and SEC routinely coordinate
on accounting issues. An agency supervision official noted that the FRB has had along-standing
relationship with the SEC in implementing Section 20 of the Glass-Steagall Act (which
prohibited broad affiliations between banking, insurance, and securities industries). The official
indicated that the FRB and SEC have worked together on examinations over the past 15 years.

However, a supervision official noted that while his agency had successfully signed information-
sharing agreements with state insurance commissioners, coordination with the SEC had not been
as successful. A banking industry association representative indicated that there was a need for
better dialogue between the banking agencies and the SEC. Further, one principal indicated that
the relationship between the FRB and the SEC needed to be improved and another principal
noted that the FRB is working with the SEC on a case-by-case basis, but to date thereis no
overall MOU for sharing information about broker-dealersin FHCs. The principal indicated that
sharing information is the biggest challenge facing the banking agencies and the SEC because of
privacy issues and the different missions of the agencies.
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CONCLUSIONS

Congress created the FFIEC in 1979 to prescribe uniform principles, standards, and report forms
for the federal banking agencies. The FFIEC is accomplishing its mission, and most officials we
interviewed were not in favor of making legislative changes to the FFIEC Act. Notwithstanding,
most officials acknowledged that the Council could operate more effectively and could complete
interagency projects moretimely. Inthat regard, the FFIEC Chairman has presented a number of
suggestions for making the FFIEC more effective. We suggest that the Council memoriaize
these ideas in a more permanent document, such as the FFIEC’ s Rules of Operations, to better
ensure that future Council members continue to practice those measures. We also encourage the
FFIEC to look for opportunities to improve communication with the trade associations, where

appropriate.

We concluded that the FFIEC and the banking agencies had issued guidance responsive to major
risks and issues that the banking agencies considered to be critical banking industry concerns.
Further, most officias indicated that the FFIEC and the banking agencies had achieved
uniformity in critical areas.

With respect to the FFIEC’ srole under GLBA, most officials indicated that GLBA had not
significantly impacted the FFIEC and were not in favor of expanding the Council to include
regulatory representatives from the insurance and securities industries. Nor were most officials
in favor of developing a separate coordinating group modeled after the FFIEC to coordinate
GLBA activities. Finally, most officials indicated that interagency coordination required under
GLBA was occurring as needed on a case-by-case basis.

AGENCY COMMENTSAND OUR EVALUATION

We provided the FFIEC member agencies a draft of thisreport on May 7, 2002. The OTS, FRB,
OCC, and FDIC provided written responses. The FRB, OCC, and FDIC responses concurred
with the report’ s conclusions that the FFIEC is achieving its mission of prescribing uniform
principles and standards and that the FFIEC coordination role should not be expanded because of
GLBA. We have summarized significant points made by each agency below and corrected
factual inaccuraciesin the text of the report. We also include copies of the agency responsesin
Appendix I1.

The OTS s response did not specifically comment on the overall conclusions but clarified certain
points regarding financial reporting for thrift institutions and the time period that work was
performed by the FFIEC on the “ Recourse Project.” We clarified these pointsin the body of the
report.

The FRB’s response noted that the FFIEC was not designed as a representative agent for the
member agencies and has limited staff, resources, and expertise to carry out an expansion of its
duties. The response also stated that communications with trade associations should come
directly from the agencies themselves. Further, the FRB’ s response stressed that the FFIEC
primarily functions as a coordination and communication facilitating entity and that it isthe
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responsibility of the principals of each member agency to act upon the FFIEC recommendations
and to implement policies. Finaly, the FRB’s response identified an inaccurate reference in the
report and pointed out that the cross sector meetings were also attended by state security
regulators and the CFTC. These final two points were clarified in the text of the report.

The OCC' sresponse, in addition to providing a number of technical clarifications:

» Stated that the informal mechanisms that agencies have in place for communicating with
industry trade groups are appropriate and adequate and that questions about a proposed
policy or interpretation of existing policies would be best addressed by an institution’s
primary regulator rather than an identified FFIEC point of contact.

» Disagreed with comments provided by agency and banking industry representatives that the
FFIEC could be more effective if state regulators were given voting rights on Council
matters. The response aso questioned how the state voting presence would represent the
viewpoints of all of the state regulators and how the operating costs of the FFIEC would be
shared among the voting members.

» Clarified that the higher fees that national banks pay, relative to state chartered institutions,
are not because the OCC incurs higher costs in carrying out its supervision, but rather reflects
the fact that the OCC must pass along all of its costs to its supervised institutions while most
of the supervision costs for state chartered institutions are absorbed by the FRB and the
FDIC.

» Pointed out that each of the banking agencies are working to develop MOUs with the SEC
for sharing information and that each of the banking agencies coordinate with the SEC on
accounting issues. The response aso noted that the President’ s Working Group is another
vehicle that provides an opportunity for collaboration among financia regulators. This group
is sponsored by Treasury and includes representatives from FRB, FDIC, OCC, SEC, and the
CFTC.

* Indicated that the discussion of GLBA provisions was overly simplistic and that our
discussion of FRB’s umbrella supervisor role did not adequately reflect the provisions and
restrictions that GLBA places on the FRB relative to depository institutions.

* Noted that the banking agencies had developed and, for many years, used a Uniform
Common Core Report of Examination (uniform ROE). However, asthe diversity of the
banking industry increased, this report became less relevant and less helpful to bank
management. In November 2000, the Supervision Task Force agreed with arecommendation
from the FDIC to permit more flexibility in how the uniform ROE was used.

Where appropriate, we modified the text of the report to reflect OCC’s comments.

The FDIC’ s response acknowledged that the FFIEC could operate more effectively and
efficiently and noted that the FFIEC Steering Committee had commissioned a staff level FFIEC
Review Group to evaluate the effectiveness of the FFIEC. The Review Group completed a
report, entitled The FFIEC Operations Review Report, in May 2002, which will be presented to
the FFIEC on June 24, 2002. Thisreport could be afirst step in addressing our suggestion that
permanent measures be implemented consistent with the current Chairman’ sinitiatives to
improve the effectiveness of the FFIEC.
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APPENDIX |

OBJECTIVES, SCOPE, AND METHODOLOGY

Weinitiated thisreview as aresult of an audit survey of the FFIEC that the banking agency
Inspector General offices conducted during early 1998. That review recommended additional
work in severa areas, including reviewing the Council’ s effectiveness in coordinating regulatory
issues and fostering its legislative mandates and goals. In March 31, 1999, the Treasury, FDIC,
FRB, and NCUA Offices of Inspector General issued a report entitled, Joint Review of the
Federal Financial Institutions Examination Council’s Training Program.

Our initial engagement letter, dated October 4, 2001, referenced the training program report and
included an overall objective to assess the remaining aspects of the FFIEC’ s mission:

(2) prescribing uniform federal examination principles, standards, and report formats for
examinations of financial institutions; (2) recommending uniformity in supervisory matters; and
(3) developing uniform financia institution reporting systems.

In November 2001, we met with staff representatives from the Subcommittee on Oversight and
Investigations, Committee on Financia Services, U.S. House of Representatives. The
Subcommittee staff asked us about the Council’ s efforts to accomplish its mission and whether
the FFIEC should have a broadened role in coordinating activities of banking, insurance, and
securities regulators, or whether a separate group should be developed and modeled after the
FFIEC for coordinating under the GLBA. The Subcommittee staff also asked usto: (1) obtain
the views of banking industry associations regarding FFIEC effectiveness and communication
efforts and (2) determine whether the FFIEC had issued ajoint examination report form and
whether such aform would prevent regulator shopping from occurring.

Accordingly, we refocused the objectives of our review to evaluate whether the FFIEC:

* ismeeting its mission of prescribing uniform principles and standards for the examination of
financial institutions and

» should have an increased coordinating role as aresult of the GLBA.

Evaluation Scope

To accomplish our evaluation, we interviewed Council principals, banking agency supervision
officials, and representatives from banking trade associations. We aso reviewed documentation
from the FFIEC and member banking agencies. However, because the FFIEC does not
currently develop goals and objectives or maintain project time frame information, we were
unable to readily measure the FFIEC’ s performance or perform a detailed analysis to assess how
timely the Council and task forces completed individual interagency projects.

Our evaluation addressed the views and interagency efforts of the FFIEC and its member

agencies. We generally reviewed guidance issued by the FFIEC and its member agencies during
the period 1997 through 2001. Because the FFIEC’ s training program had been the subject of a
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prior OIG review, our evaluation did not address the training function, and we did not interview
members of the FFIEC’ s Examiner Education Task Force.

We conducted our evaluation between October 2001 and March 2002, in accordance with the
President’ s Council on Integrity and Efficiency’ s Quality Sandards for Inspections.

M ethodol ogy
To meet our objectives we performed the following work:

* Interviewed the following officials:
» Fivecurrent or former FFIEC principals and obtained the views of the FFIEC Chairman
through his special advisor;
» Selected task force members and agency supervision officials;
» FFIEC' s Executive Secretary, Deputy Executive Secretary, and UBPR Coordinator;
* Representatives from the American Bankers Association, America’'s Community
Bankers; and Independent Community Bankers of America; and

* Representatives from the Conference of State Bank Supervisors and the National
Association of Insurance Commissioners.

» Wealso attempted to contact representatives from the Securities and Exchange Commission,
but were unable to obtain their views about the FFIEC and coordination under GLBA.

*  Observed an FFIEC Council meeting and monthly task force meetings held by the
Supervision Task Force and the Task Force on Consumer Compliance.

* Reviewed Council minutes, task force project listings, and other documentation maintained
at FFIEC Headquarters.

* Reviewed FFIEC Annua Reports and information maintained on the FFIEC’'s Web site to
determine FFIEC accomplishments.

* Obtained information from the OCC, OTS, FDIC, and FRB regarding the major risks and
emerging issues facing the banking industry and guidance issued in response.
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APPENDIX [1

AGENCY COMMENTS

Office of Thrift Supervision Hizkard M Rlecobann
Departrment of the Treasury Diputy Direvior
I TR0 L S, MW, Waakinglen, DO 23957 « (2000 FOS4E35)

May 24, 2002

MEMOBRANDUM FOR:  Donald B, Kassel, Mational Director
Bankinp and Fiscal Service
Office of the Inspecior Oeneral

FROM: Richasd M. Ricoa

SUBJECT: Dmafi Awdit Reporl an the Evalustion of the
Federal Financial [nstinations Exammation
Council (FFIEC)

We received your draft audit report enutled Joine Evaluation of the Federal Financial
nstinutions Examination Cowncil, op May E, 2007, We appreciate the opportupity to review the
riport and provide the comments that fallow.

Reference is made 1 the term “standard quarteriy financial reports submitted by commercial
banks and thrifts 1o the FLHC" in the first paragzsph of page 7. The waording of the $entence is
somewhat mialeading aa it relates to thrift instinmions reguianed by 0TS, The FDIC 5 Call
Repart was developed under the suspices of the FFIEC through its Reports Tesk Foree. Thrfi
inatitutions regulated by OTS file the Thrift Financial Repart (TFR), whith is matenially different
from the Call Report. We note that the TFR was not developed under the suspices of the FFIEC.

The dates asaociated with work performed on the FEIEC"s peoject an recourse, direct eredit
substifutes, and residual intepests o assel secusitizations (the “Recourse Project™) mentioned on
pages 146 and 17 of the report is also pomewhat mislending. The repont indicates thes the
Recourse Project was assigned to the FFIEC Supervision Task Force in 1993 and completed in
Late 2001,

Isteragency discuasions onthe rexiduals issae bagan bn mid- ta lame-1999 after the failure of First
Hatipnal Bank of Keystone, The first drafi of & proposed nile was circulsted ameong the banking
regulstors in December 1599, and the Notce of Proposed Rule Making (NPRM) was published
in September 2000, i was combdned with the Recousse Project only after the comment pencd
on The Residuzls WPEM closed. From inception so e final rule, the residuals issue touk

approximaiely two yeass to resolve,
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We thank vou for the apportupity to review and respopd 1o the dradt report. My staff has
provaded technical cormments directly to the wadit team memhers

eo Direcior (hlleran
Bermie Mason
John Price
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BOASD OF GAVEAMOARS
or THL
FECERAL AESERVE EYSTEM

WALHINGTAN, 0. C 2055

Sgacn m FESRUADN, o
FIEE THRINWNEE

May 20 2003
To Barry Snyder
From: Vice Chairman Roger W. Ferguson, 1. |§ [~ % - i}'
1
Subject: Crraft Report on the Jamt Evaluation of the Federal Financaal Instrlabicng

Exammatans Council

Thark you for the opportunity to review and provide comments on the
Joing Fvaluation of the Federal Finarcie! Insritutions Examinarion Council | understand
ihis review was copducted ip tandem with the Ingpector General Offices from the
Depariment of the Treasury and the Federa! Depesit Insurance Corporation. 1 also
undersiand your ohieetives were 1o evaluade wheiher (1) the FFIEC s mesting it mission
and {2} the FFIEC should have an mereased cosrdimating role for the agencies in light of
the Grarmm-Leach-Bliley Act.

Genzrally the repart does ot nelude secommendutions, although 1 agres
wifk the Findings of the repart 1hat the FFIEC is falfillmg vs legilarive missson and that
the FFIEC “s coordination role should nol be expanded o inelede addikonal regulators, |
also undesstand a formal wrilten regponae is not necsseary, but | do have several broad
comments on tes dradt repor that | would like to mention,

First, the report motes thal the FFIEC should look for opportunities to
improve communications with rade assocuations, While we strongly encourage
communications on maltiple levels, it 13 not clesr thal the FFIEC is the appropriste
vehicle for communications as noted in the report. The FFIEC member agencies have
differear mandates and supervise different iypes of matirutions.  Furher, e FFIEC wis
nal desipned as o ropresentative agent for the member agencies and has limit=d sialT,
res0urces, and supertise 1o camy ouf an expansion ol its dutiea, Therefore, ot is ouwr
position that communications with trade sssociations should come Sirscily from the
agemeies thermnaelies,

Second, the repart 18 structused in many places a5 recitations of views and
ppinicns of individaals who were interviewed for the project. In some places the repert
endicates that these remarks are smiemenis of fact when, in fact, the statemenls a4 Ral
agcarate. For example, ao page B there 18 & refesence wo the Fast thet the FFIEC is subject
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to the Sunshing Act The FFIEC is no, im fact, subject io the Sunshire Act. While the
genbence {8 winilen as s charscieriestion made by one principal, it could be meerpreted as
& siaemens of faci that would be incorrect,

Third, in soeme sress the report seems 1o emphasize the FFIEC's mole as a
palicy-making entity. The FFIEC dors make policy-related recommuendations to the
ageneies for fnol decigions. However, the FRIBC prmartly finclions as o ceardination
and communication facilitating emity. 1t 1 the respoosihalily of the principals of sach
msember agency 1o act upan the FFIBC recommendations and 1o implement policies.

Fousth, in the seclion that discusses interagency coardinatson effons, the
reference o FRH-bosied croas sector meelings ¢ appoeciaied. These mestings have heen
informative and uselul i Improving supervisoey relalionships soross the sectors. | would
like 1o nate, bowever, ikas m addibon o the regalasony awihontes noted 1n the passgpragh,
slale securities regalatons and the CETC alss panticipats in these meelings.

Lirust you will find thees comments halpful, and if vou would like to
disias any of them in greater detail do nod hesitate ta give me o call Alermatsvely, vou
may centas! Bashara Bauchard In the Divigion of Basking Supervision and Begulation a
catenston M2
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c) MEMORANDUM

Comptraliar of the Currremty
Edminstratar of National Banks

Washengton, C 20219

To: Donald R, Kassel, National Directer, Banking and Fiscal

From; Jonar D Hawke, Iz, fmpwﬂihl of the Currency ]

Ceta: May 10, 2002

subiger: Dirsfl Report - Joimt Evaluation of the Federal Financial Instiations Examinatian Council

The OCT appreciates the opportunsty e review the drafi evaluation report prepared jointly by the
Offices of Inspector General (01Gs) of the Department of the Treasury (Treasury), the Federal
Deeposit Insurance Corparation (FDIC) and the Board of Governors of the Federal Reserve
Svstem (FRE). The dmift repot i tatled Sodnr Svalimarion off the Federal Finarcial frstitutiont
Examiraiion Cowncd (FFIEC or Council), We concur with the repart’s general findings that the
FFIEC i3 meeting its legislative misgion and that further expansion of the FFIEC's membership
and mission bs not needed to address the functional supervision issaes raised by the Gramm-
Leack-Bliley Act (GLBA). The OCC akso supports the OI0s" general sugpedtions that the
FFIEC shaould continue io look for apportunities 1o improve the efficiency of FFIEC
deliberations and projects and to improve comenuaicanens with the indugry, Howsewver, we
would aleo reinforce the comments in the report that siress the need fod the FRIEC io maintain
flesrbalily in respanding fe EMErging risks and to minimize the amount of buresucracy impoded
by the FFIEC soactuse and operaiions.

Specific comments an nspects of the repot are provided below,

Improviag Communbeations with Industry Trade Growps

The QOGS recommend several peasible astions 0 Improve communications with industry irade
groups, including the publication of an annanl agenda and providing sk force points of contac
wn the FFIECs wob-site so that industry groups can communscate directly with project s1aff. The
OCC concurs with the bepefits of mainmining dislog with indusiry trede groups and belisves that
the informal mechanisms the agencies have in place are appropriate and adequate. These
mechanisms inclods jolet mestings betweon agency staffs and wade grvup cepresenmatives and
consudting wilh trade groups on draf pedicy staements, as nesded and appropriate. [ndisiry
trede groups also have sn opportanity 10 shage iheir wiews via the agencies’ nouce and comment
process

We believe that questions Bboul a propased palicy issusnce or imerpretations and applications of
existing policies and regulations are best acdressed by a0 instinstion's primory regulatar raber
than an idestified “FFIEC” peint of cortact, We are cancemed that providing points of contact
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vis an FFIEL woeh-site may cruss some insitutmons Ln"np:'ni-:u-d-m'_t.n" on comnplex tsaues whers
the interpretation and application of gusdance may be very fact specific

Voring Rights for States

We strongly disagree with the suggestion that the FFIEC could be more effective if state
regulators were given voting rights on Council matters. Providing voting rights to stase regulamors
would, in our opinion, make the FFIEC deliberations much mare unwieldy and inefficient. The
practical autcome of such a proviston would be & movement lowards discussing and approving
palicies on an imeragency basis cutside of the FFIEC, In addition, it is not clear that a sinpie
vating member or group of members would necesgarily represent the viewpaints of all state
regulatars for all the member constinencies (e, thrifis, banks, and credit unkons)

it i3 umporant 1o pose that the staves currently do not share the costs associated with the FFIEC
nar dis they provide stif resources for the Councal's wock. [Indeed, the states benefit from having
pational banks and thrifis directly subsidize the salary of the FFIEC s Assistant Exceutive
Secretary and Coordipator for State Liaisen Commiriee Activities via the ssmiannual
mssessmiats that the OCT and Office of Thrift Supervision (OTS) pay for Council staff

sxpenses. The stases also bepsfit from the policy development wark that 18 contsibuied on a

praria basis by the banking agencies

Fee Disparity and Reasons for Charer Conversons

The tepoes correctly nones than differences in the cost of supervision bome by banks is o more
imparians factor in bank charter conversions than are differences in supervisory praclices and
reporis. However, the characterization of these cost differerces, as discussed on page 21,
mistakenly suggests that the OCC's goue of supervition are dispropetionavely higher than those
of the FONC and FEE. The h‘iEhEl.’ fees that natiomal banks must pady, relatice to stake churtered
iestitusians, 13 nol because the OCC [nears higher coss in carrying out bs supervision bua cather
reflects the fact tkat the OCC must pass along gll of its costs 1o its supernised ipstinuions. The
costs for state chartered institations, in contrast, are pbsorbed by the FRE and the FDIC, who
perform for state banks exactly the same supervisory functions that the OCC performs for
palenal banks. Thus, suse bank supervision coms are subsidized by the deposit insusance
premeums paid by all Isunal jaticutions {io the oose of the FDIC) =rd by the interes: samed by
= FRE on b investmints that are ool temirted b the Treasusy.

Although bevond the scope of this particular repart, the OCC believes thar the fact thatr nationally
chartered banks and thrft mstitntons subsidize 1be costs of siate supervision compels a re-look
31 the methods used 1w sllocare various costs of the FFIEC smong member agencies. Current
tivellands af allochlson cause these cosis 1o fall d!quﬁp-u:f.innal.:'l}' pn nafional banks. since
national banks bear directly all of OCCs costs, while sate hanks share moae of the burden of
FFIEC's coats, since these cosis are ghsorbed 1:-} the FRB and the FDIC. This is mn issue tkat we
will conmbnue to raise with ather Council members.

Summary of GLBA Provisiops and FRBE's Role 35 Umbrella Supervisor
We belteve that the report's sumenary of the substantive provisions of GLBA is overly simplisiic
ared needs 10 be redraficd. The report also should place increassd focus on the various

=
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information sharing mechanisms (bath formal ard informal) that all of the banking agentics have
with various functional regulasors such as stale insurance commissioners and the Securities and
Exchange Commission (SEC). For exampie, all of the banking agencies -- not just the FRB .- are
waorking on mempranda of understanding (MOUs) for information sharing with the SEC. These
MO would supplemert and enhance infoomaien sharing that already takes place on a more
informal basis. Simlarly, all of the basksng agencies — nat just the FDIC - soutinsly coordinale
with the SEC on accounting issues, Indeed, the banking apencics and SECs chief accounsants
kald regular meetings o disciss issues of common intereg.

We are alzo concemned THET the iscossion of the FRE as "umbrella sypervicar” does not
milequately reflect the provisaons and restrictions thal G1.BA places on the FRB relstive 1a
depositngy instiuticns. As we poted in our mectngs with the OGs, the wse of the term “umbreila
supervisor” in GLBA i solely in the context of insurance regelation; GLEA lefi the refative
robes of the banking agencies largely unchanged, Indesd, if anything, Copgress reindorced the
role of e primary reguletor by explicatly requinng the FRB "to the fyllest extent passible, limui
the focus end scope of any exomination of 2 banking helding comipany to: 1) the bunk holding
company, and L] any subsidiary of the bank hoiding compary 1hat could kave a maiedally
adverse effect on the safery and souniness of any depositery mstitution subsidiary...” [emphasis
added]. We believe this stattory mandare is considerably more restrictive than wha is implied
in the report's discussion and fooinoie an page 22

We would alse note that the President’s Working Group is another vehiche that provides an
appernanity for collaboration among financial regulators. This growp, sponsored by Teeasury,
ificludes representatives from the FRB, FDIC, OCC, Commedity Futures Trading Commission
(CFTC), and SEC.

Coifarm Report of Examinafion

We concur with the repen’s conclusion that the presence of absence of a uniform repon of
examination (ROE) is not a factor that leads an institution to change its bank charter and that this
issue {5 " salution in search of a problem® (page 20). The report mistakenly implies, however,
1hé1 the agencies never developed & uniform examiration report. The agencies developed and for
many Years used & Uniform Common Core Repont of Examirstion {uniform ROE). As the
diversily of the banking industry increased, bodh in sice and bresdth of operations, this unifosm
repost became less relevant for many of the institutions each agency oversess. More recently, the
agencies determined thet for small, mom-comples banks, the uniform ROE, raiber than 1the
underlying risk of the financial infituticn, was ofien driving examination straregies 2nd work.
The result was & examin#lion ssope and report that was not helpful 1o bank managemeet nd
that often imposed unnecessary busdens, in terms of examiner time, on Uwe banks. In mESpEnss 10
these probiems, the FFIEC's Supervision Task Force in Movember 2000, apresd with &
retammendation from the FDIC to permnt mere fexibility in bow dee waform ROE is used

Technical Correciions
We ales noted @ number i18ms 10 the repart thar we belicve are technically incomeet These are
listed helaw
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Page & - Role of Task Forces - We suggest modifying the first semtence 1o reflect that the
FFIEC task forces gencrally prepare policy stasements, They can approve such stnements
under delegaied sutharity if there is wnanimeus approval by task foree members

Page 7 - M5 witk SEC - A3 ooted in our commers above, the OCC (and we belisve, piber
banking sgencies) are working o develop MOUs on mformation sharing wit the SEC and
have amangements 1o share critical information on & case-by-case basis. The repor, as
draficd, mistakenly implies that only the FRB has such efforts and arrangements underway

Fage & - Applicabitity of Sunrking Acd = Contrary 1o the s1atement on page E_ it is o
undersianding that the FFIEC has a legal apinion that indicates that it is not sabject to the
Sunshine Act In this regasd, we would note that the Counsil and task farce mestings are not
apen 10 the public. The FFIEC should be able to provide you with this analysis.

Page 11 - State Participation an Task Forces - The seport naes that representatives from the
State Laauson Commitice (SLC) participase in Supervision Tesk Force meetings. In a
response 1o the SLCs request, SLC members were also invited oo paricipate (a5 observers) in
the FFIEC's Informazion Tesk Force, We tuggest confirming this with the FFIECs
Execurive Sogretany,

Page 24 - Cordinatian with SEC an Accounting Jrsuer - As noted above, all of the banking
agenecies coardinate with the SEC an accounting issues, mat just the FINC

e
£
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FDIC

Fadaral Deposit Insurance Corooration

EE0 1§ va.mm‘!r?-n:m-.ﬂ Depary tmo e Chadmas asd T00
Jume T, 2042
MEMOEANIILIM T Ciaston L. Gianmi
rrlspul:l:-:-r Lienernl
FRCH: Johm F. Boven:
Creputy o the Ch an and
Chied Operating ©fcer
SUBIECT: Cirafl Repart on the Foeint Evaluation of the Federal Finances

Institutions Exammation Council {FFIEC )

Thank you for the opportunity to review and comment on the drall report entitled Joinr
Evaluation of the Federad Finaneial fnstititions Evamirnion Cowacll (FFIEC),

Althougls the report docs not include formal recommendsions, we concur with the general
conclusions that the FFIEC i schicving s mission of prescribing uniform principles and
giamdands, and that the FFIECs conrdination role should not be expanded because of the
Gramm-Leach-Bliley Act (OLEA).

Wi also recommend a change on page &, secomd paragraph, Iast sepfence, to nobe that data
processing codts repeesented the most significant portion of the FFIEC s annual badges,

ce: Michael Zamorsks
Vijay G. Deshpande
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ALLL
CFTC
CRA
CSBS
FDIC
FFIEC
FHC
FRB
GLBA
HMDA
MOU
NAIC
NCUA
OcCC
oTS
SEC
SLC
UBPR
UFIRS
Y2K

APPENDIX I11

LIST OF ACRONYMS

Allowance for Loan and Lease Losses
Commodity Futures Trading Commission
Community Reinvestment Act

Conference of State Bank Supervisors

Federal Deposit Insurance Corporation

Federal Financial Institutions Examination Council
Financial Holding Company

Board of Governors of the Federal Reserve System
Gramm-Leach Bliley Act

Home Mortgage Disclosure Act

Memorandum of Understanding

National Association of Insurance Commissioners
National Credit Union Administration

Office of the Comptroller of the Currency

Office of Thrift Supervision

Securities and Exchange Commission

State Liaison Committee

Uniform Bank Performance Report

Uniform Financia Institutions Rating System

Y ear 2000 Date Change
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ENACTING LEGISLATION

APPENDIX IV

92 STAT. 3é04 PUBLIC LAW 95-a30—NOY. 10, 1978

siibsection in wiy nrJ'qr Fepart r-;ull-d to be filed by all msured banks
which weald be arailsble is ity sntirety (o the publie TEqUEL

414 Copies of spy reper required to be filed wnder thin pulesclion
shall e mude avallabls, by the spp ul.l Frderal banking ageney
ey fhi benk, wpon nq-ﬂ S the

Fodesal Firancal TITLE X—FEDERAL FIRANCIAL INSTITUTIONS

leitiabizan g

Eaawinet EXAMINATION COUNCIL

Compel A8l gpn 1008, This title swy be clted a the “Federa] Financie] Tostica-
Khars sils. Veena Exuminstion il Al of LATET,

12 USC 3300

mais FURFHE

12 LEC 361 B, 1ML It is the purposs of dhis ttle w eviablish s Finaneial Lesth.

tutione Evamanetion Coumeil which shall prescribe uniform pricei
enil sandurds for e Folsral ergmbmatos of Gnencia] bheticu
by tha Ctfce of the 'DJmEr'ulkr aof the Eumnw. the Federal Deposit
Timurance Corporation, e Hoard of Governoes of 1he Fedim] R
Exfem, the ?I'Ielln'l Hame Loan Bank Board, wnd the Ketionsl Credit
Unisn Admizdstration and meke gecommesdsiions o peomote unk-
fermicy I8 thie #upsrvaion of Uhees Bnencal instistiom. Cormnedl's
nrtiwen vhall be l;llm’d'ﬂ. to promote somsisleney inomch examination
el 10 iNEUFD PO ve v 'r|='5|ilul. i pEry i,

EEF™ITIREE.

13 1 a50d E-ll:-!l\:lil!i A= eded im Ly dille—

(1] theterm ' Federn! finaneiol bstimtions regnlulory s gencie”
meuiis the Offien of e traller of tha Cormney, the Roand
of Qarernams of the Federal Resere Sysiem, I'J1:| F ni El-lpant
Insurence Co wtian, the Federal Home [osn Bask Beard, an
the Netinnal Credit Union Adménistraticn

() the doerm, “Coruncil™ mewns the F]rll.l'h!'.l.l Institutbsns Exami-
mation Counoal; snd

4} the l-lml Himancie] isstfiution” mesns & eommerclal hu-i.
nuv:ln bank, & AFUSL o pru u_r.,h- mawings and lnin assecistion,

[ lhll-'l-ﬂ gl fra wmsocindiom, & homestead smociation, o couper-
H:M’tﬂ'::. oF nenedid usion ; 4
EETANLIEMMENT OF TID COTMCIL.
Fmsmmral Bec 10M, {a) There iz esiablished the Fmpnela] Instiuticos Exam.
|mtiritesa Tmmzkom Couneal whiels shall consist of —
Lanmivstnes ::I; mﬁumpﬁlkr of the Currency,
.I':'""-“" ey Chairman of the Bosrd of Directors of the Federl

Inmarencs Corpomtion,
G'FTEI'HI!' ﬂl the ﬁmrd of {Foverpors &f Lhe Frdaml
:E:I dreignated by the Cheirmen of the Bosrd,
t'hla- airman of the F 2] Home Leoas Dask Board, and
1Jn: Chalrman of the Netions] Credit Union Admbnistm-
|:||:n

Blembur. b] Te= m:ml:lerr of tha Council shell seleet ihe frn chalrman of
the Council. Theretiee the chulrminship siall retats smang the mem-
e of ihe Council,

Ters. {=} The term of the Cheirman of Lie Council chall be two pears
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FUBLIC LAW 95630 MOV, 10, 1970

id} The members of the Couscil may, From time o ime, deskeninis
oiher offeers or empluyers of their respective agencies bo corry out
thedr duliss on B Couneil

(o} Ench member of the Couneil pball perve withont oddicional
entnpensation bil stall be entitled to ressonulle rapestes euroed i
wnrrying vut bivoficial deties as suck b membas,

EXFEMERE OF THE COTNETL

B LOOG, Ciie-fi lih of The eosts niul e peres of The Couscil, nchd-
ing fhe rularses of Hs emplogywes, ehall be paid bfﬂ-ﬁﬁ! the Federal
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if nECERALTY,

FOINCTIONG OF T COTWEIL

Erc. 100, (&) The Counedl shall establish uniform principles and
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latory n
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lpune that are shired by 1o or more Bnemcial institutions. Tn a
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bla Travdd or questiorable and illegnl payments and proctices which
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FOmMDAN

[2) Whes » eeommendatisn of the Council is found unaccepied by
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121 The Coumgil shall develop wnifarm reparting systems for fed-
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{41 The Conncil shall eonduct schooly for examiners snd essistent
sxaminers employed by the Fodernl financis] imstitutions lsbary
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02 STAT. Atos PUBLIE LAY D5-&50—N0V. 14, 1978
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APPENDIX V

FFIEC CHAIRMAN'SMEMORANDUM

FDIE

Fadaral Deocsit Insurance Corsoration
EE0) 171 51, HW Weeshinegion D0, 20425 Office of the Chaiman

December 12, 2001

Tk FFIEC PRINCIPALS

FROM: DOMNALD E. POWELL
CHAIRMAN

SUBJECT:

Al breakfast bust week, | promised all of vou 1 would prepsre a brief memorandum outhining my
themghts on bow 1o make the FFIEC more effective in 2002

The FFIEC was catablished by Congress m 1978, The Council®s mamate was o "prescribs
uniform pringiples and standards for the Federal examination of financial institutions ., and |
make n,-.l:.n'rrumm:hﬂl.mln'prm |.|:'|.|'Furrr|q'|:_l|l n ke mpcnrl':im'l. il these financisl in@utions."
As ihe Council®s chaimman, [ have an obligation to easare the organization accomplishes this task
while making & meaningful contribution o the ongoing dinfogue between the regulators. 1 also
bave an obligaiion o ensure the arganization reaches dmely conclusions an matiers of
ipporiance io us and to the industry. With your help, we can make this happen.

We have an ouistanding opportunity pest vear 80 improve our working relationships, and this is
cettainly ame of my wp priorities. The FFIEC can and should be part of this effort. In my view,
its ahility to do so depends on us sefting commaon goals and demanding nccountability from the
FFIEC and agency staffs. Below are o few of my thoughts on how we can accomplish this. 1
witleome your inpat and leok forwsand to working wiik vou bo ensure an effective and improved
FFIEC process m 2002,

L, CLARIFY FFIEC MISSION, All of us nt the Principal level need o agree at the cutset
whal role the FFIEC is poing to play in our joinl sctivities, 1°1 suggest something stmple:
“The FFIEIC will falfill its statutory mandate and faclliste communication and
coerdination smeng the bank regulatory agencies oo matters of mutwal concern snd

requiring joint actlon, The FFIEC should e tkmely In its deliberations and efficlent in
iz operations, "

1. ACTIVE INVOLYEMENT OF THE FRINCIPALS. 1 would like to see cach of us
sctively involved in monitoring the selivities of the FFIEC and warking closely with our
staffs fo ensure ihe orgonization's goals and objectives sre mel

3. SET GOALS AND ORJECTIVES. Every year, the FFIEC should set its goals and
ohjectives. These should be sccompanied by tmetables that make clear when projecis will
get done and how much they will cost, Staff should provide a regular sccounting to the
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principals on how we are doing, The: principaks should spres on a ‘fass reck’ procedure that
allows for expedited consideration of projects ikl arse dwe 10 upexpected events ar
someoie’s good idea

d, MEETING CONTROL, M::Ii.np should be in commal of the mmmh, with the
professional emplovees of the FFIEC working in a suppartive role. Esch mecting should
melude a beief updase from the professional employees of the Couneil on progects that ane net
on schedube or on hudget, Further, the mesting agenidas should be prepared with input from
armd l|;|-|1n:|nl af the pl'irl:ipuh.

5 NMORE FREQUENT MEETINGS, Mecting more frequently would eshance the
commumicaticng funetion, J'mprmre invalvement of the principals, nmd provide opportunities
fior stall sceountabsliy,

fi. DISPUTE RESOQLLUTION, The principals should agres on a process for quickly
identifying areas of tmpagse of the safl leve] and should design o dispuie setilement
mechanism.

7. FPRIORITIZATION OF WORK. We should provide siafl with guidance as 1o which
pru_i:rl.:M the lisg hawe priarity. And wee shnald provide them the wﬂmhhrn:-nm!h:}'
need o resalve the issues and proceed io resolation.

B. NOTIFICATION, Principals shouald be nouified an besst rwo weelks in advanes of meetings
shopt pew itemns on ibe agenda 1o facilitste meaningful discussion.

OF courge, 1 am open o |'l|:ri|1|5 }'UI.I.I'\'-HW'I o gny ol ke abowe, 1 will call p.:rupﬂInE of the
FFIEC for carly February, The purpose of this mecting will be to feceive o full seeounting of the
projects before the Coancil, a briefl description of ihe sintus, ond a listing of outstanding issues, |
willl imseruct my safT bo work with the other agencies amd the Couscil stalf o develop a 2002
pricritics list and timelines for the resolution of cach of thess agenda ibems

Furiber, this meeting will develop a lst of the goals the principals wisk the FFIEC to scoomplish
in 2002, 1 will be soeliciting your input over the next 60 days and T hope you will share your
prioritics with us. 1 pledge to you that thee FONC will work constructively and i good fakth o
resolve ipswes and adidress owlstanding ifems,

I wish esch of you & happy and joyous kolidsy season. | ook ferward 1o working with each af
you on impreving the effectiveness of the FFIEC in the new vear.
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APPENDIX VI

OTHER EFFORTSTO COORDINATE

The FFIEC and the banking agencies have also taken other actions to comply with legislative
efforts to achieve uniformity and to reduce duplicative and redundant policies. For example, the
FDIC Improvement Act requires each federal banking and thrift agency to report annually to the
Senate and House banking committees regarding any differences between accounting or capital
standards among the banking agencies. The OCC submitted the most recent report to the
Congressin February 2001. The report noted:

» That since the adoption of the risk-based capital guidelinesin 1989, the banking agencies
(OCC, OTS, FDIC, and FRB) have applied similar capital standards to the institutions they
supervise. In 1995 and 1996, the banking agencies amended their capital standardsto
include an interest rate risk component and a market risk component, respectively.

» Severa remaining differences, including differencesin the capital treatment of financial and
non-financial subsidiaries, merchant banking activities, and mortgage-backed securities.

* No significant interagency differences in accounting principles and noted that the banking
agencies have fully adopted Generally Accepted Accounting Principles as the reporting basis
for the Call Report and Thrift Financial Report.

The banking agencies also submit ajoint report to Congress annually as required by Section 305
of the Riegle Community Development and Regulatory Improvement Act discussing interagency
efforts to improve the coordination and supervision of institutions that are subject to multiple
regulators. The banking agencies submitted the most recent report in January 2002. This report
addressed coordination efforts by the banking agencies including:

« Joint training efforts, seminars, and symposiums to discuss topics of mutual interest.

» Coordination of state-chartered bank supervision to ensure a risk-focused process and reduce
regulatory burden. The FDIC, FRB, and state regulators participate in these efforts.

» Development of aprotocol for FDIC participation in or conduct of Special Examinations of
insured depository institutions for which the FDIC isinsurer but not the primary regulator.

* FRB-hosted cross-sector meetings.

» Participation in global supervisory groups, including the Basel Committee on Banking
Supervision and the Joint Forum.

» Coordination of the supervision of U.S. operations of foreign banking organizations through
the Foreign Banking Organizations Program.

» Coordination of efforts and guidance related to information technology, asset securitization,

subprime lending, the Shared National Credit program, CRA, anti-money laundering and
terrorist measures, capital standards, ALLL, and regulatory forms and reporting.
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